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Motivation
The Aid-for-Trade (AfT) Initiative was launched at the WTO Ministerial Conference in Hong Kong in 2005 to help "overcome the supply-side and trade-related infrastructure constraints"
(OECD and WTO 2011: 1) of developing countries and support their integration into international trade. However, the theoretical and empirical literature offers a highly ambiguous picture of the effectiveness of foreign aid in strengthening the export capacity of recipient countries. 1 Theoretically, Suwa-Eisenmann and Verdier (2007: 485) stress that Dutch disease is probably "the most celebrated argument" for aid to have adverse effects on the recipient country's international competitiveness. In contrast, Adam and Bevan (2006) argue that the export-depressing Dutch disease effects tend to be dominated by positive supply-side effects when looking beyond the short term. For instance, AfT may remove critical infrastructural bottlenecks and reduce the administrative and regulatory costs of trade.
The available empirical evidence is also inconclusive. Sceptics have even suspected that the AfT Initiative was primarily in the interest of selfish donors, using AfT as a means to promote their own exports to developing countries. Indeed, previous findings indicating that the allocation of aid is driven by export competition among donor countries (e.g., Hoeffler and
Outram 2011) imply that the empirical literature on the effectiveness of AfT typically suffers from serious endogeneity problems. In particular, the lack of convincing instruments implies that reverse causation is difficult to address as long as the focus is on the trade relations between recipients and donors of AfT.
Against this backdrop, our analysis of South-South trade offers more reliable insights on the effectiveness of AfT. At the same time, we contribute to the long-standing and politically important debate on how to intensify the trade relations among developing countries.
According to UNCTAD, the share of South-South trade in total world exports has doubled over the last 20 years. Low-income countries, notably in Africa, are reported to "have increasingly benefited from commercial exchanges with developing Asia." 2
Data and approach
Our empirical analysis covers all low-and middle-income countries 3 that received AfT at The estimation strategy is based on the gravity model. We aggregate the bilateral components of the gravity model and estimate the following relationship:
where Trade it represents either the exports X it of recipient country i in year t to all low-and middle-income countries j, or the imports M it of recipient country i in year t from all low-and middle-income countries j; µ i are recipient country fixed effects and λ t are time fixed effects.
The model is estimated in logs. Hence, coefficients can be interpreted as elasticities. All explanatory variables are lagged by one year.AfT it-1 is our explanatory variable of principal interest. We account for the recipient country's GDP (GDP it-1 ). In order to aggregate the trade flows of individual recipient countries over all low-and middle-income trading partners, we construct a proxy on market access and trade costs, D it-1 , for each recipient country, as the weighted sum of trade costs and market opportunities in relation to all trading partners j: 6
(2)
We perform pooled regressions for X it and M it , rather than separate regressions for exports and imports. We introduce dummy variables to test for differences in the importance of our explanatory variables on trade flows in opposite directions. The dummy variables are set equal to one for the imports (and, respectively, the exports) of recipients and zero otherwise.
We interact these dummy variables with AfT and all other explanatory variables, mirroring individual regressions for exports and imports. We formally test for differences between the coefficients of the export and import equation with a Wald test.
Results
We report the results for the sample of all low-and middle-income countries in Table 1 . For each explanatory variable we show two coefficients revealing the effects on (i) the exports of recipient country i to all partner countries and (ii) the imports of recipient country i from all partner countries. In addition, the p-values of the Wald test are given in the first line for each explanatory variable to assess whether the two coefficients differ significantly from each other. The coefficients on the control variables are as expected. The recipient country's GDP 6 We derive D it by using the estimated coefficients of a standard gravity model as weights, following Polak (1996) . The auxiliary calculation includes a set of dyadic gravity-type variables which would otherwise be lost due to aggregation, such as Dist ij , which is the distance between recipient i and partner country j. Consequently, D it fully accounts for the factors shaping the demand of recipient i for imports from j or, respectively, the supply of exports by recipient i to j.
has a significantly positive impact on both imports and exports, though the Wald test reveals a significantly stronger effect on the imports of AfT recipient countries. Our proxy on market access and trade costs also proves to be significantly positive; here the impact on exports and imports is similarly strong.
Turning to our explanatory variable of principal interest, total AfT appears to be effective in promoting South-South trade in both directions (column 1 of Table 1 ). The Wald test indicates similarly strong effects on the exports and the imports of AfT recipient countries. In quantitative terms, the effect is modest, though far from negligible: doubling total AfT would increase exports and imports by almost four percent. The results for total AfT are hardly affected when considering the three sub-categories of AfT separately in columns (2) Nonetheless, it should be noted that doubling AfT with regard to trade policies and regulations would involve substantially lower aid amounts (0.75 billion US$ annually from all DAC donors), compared to doubling AfT in infrastructure (18.5 billion US$). 7 Hence, the similarly high coefficients on the different sub-categories of AfT imply that AfT with regard to trade policies and regulations could be most effective.
In The effects of AfT on South-South trade tend to be weaker, in terms of statistical significance, when distinguishing income groups on either the recipient side or the partner country side.
Another common finding for all combinations of recipient and partner countries is that the Wald tests speak against stronger effects of AfT on either the recipients' exports or imports.
Yet the results for different components of South-South trade offer additional insights. When focusing on middle-income countries on the side of partner countries (column 3) or recipient countries (column 5), the findings resemble the baseline results for the overall sample insofar as the effects prove to be significant, at the ten percent level at least, for both the recipients' exports and imports. The effects of AfT are more nuanced when focusing on low-income countries as partner countries (column 2) or recipients of AfT (column 4). In particular, AfT appears to be ineffective in promoting the exports of all AfT recipients to low-income trading partners -and, conversely, the imports of low-income AfT recipients from all low-and middle-income partner countries.
Summary
Aid-for-trade granted by OECD donors strengthens the trade relations of recipient countries with other developing countries. Doubling AfT would increase South-South exports and imports by almost four percent. Distinguishing between low-and middle-income countries, 8 The most notable exception is that the recipients' GDP loses its significance when considering the exports of all AfT recipients with low-income partner countries in column (2). At the same time, the Wald test reveals that our proxy on trade costs and market access has a significantly stronger effect on the imports of all AfT recipients from low-income partners, compared to the exports of all AfT recipients to low-income partners.
our findings imply that AfT could have improved the trade balance of low-income countries in South-South trade. An AfT-induced trade surplus in South-South trade could be used for imports from high-income countries, including the donors of AfT, which may be required to foster the economic development of low-income recipients. Notes: see Table 1 . LM= low-and middle-income countries; L= low-income countries; M= middle-income countries; first entry: AfT recipients; second entry: trading partners.
